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The sezventh meezing of the Ceam ses up to review the sr.:augz.es for the

Sroup’s Tobacco aczivities was held on 22nd Occober 1986.
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2resanz: Mr. P. Sheehy, Mr. B.P, Garraway, Mr. E.A.A. Bruell,

¥Mr. ?.J. ficketts, Mr. D.L. Slobom, Dr. R. Salter
(Seczetary).

Mr. A.L. Beazd was ia aztendance for izems 1-3.
Mr. G.L. Deauis was unable to attead.
The minutes of the =eecting held on 24th April were agreed.

It was moted that furcther investigacion of the opportuaity to buy tobzcoo
froc che US szockpils had led to the conclusion that this would oot snnv
significant advantages to BAT and the aopportunity had not been pursued.

Y¥r. Eeard presenced a paper on the funding of RED. Iz was noted that :the
n3 jority of the 35D effort (eansting around 30m) was funded by the
comzany ia which the work was done. There was a free incerchange of the
informarion arising fwam this work through a common database and {= had
beer decided thaz it would be inefficlent to try to make charzes becween
conzanies for this iaformation.

Bowever, there was abour £2m of work in Southampten and £0.55z= of work in
Souzz Cruz which vas classified as fundamencal research of a type which
vas essential but which was not carried out in the other RSD
deparszents.

It vas agreed that the cost of the work in Souza Cruz should be zarsied
..n chat company but that the £Im of expenditure in Southampton should e
covared by the other companies. It was agreed that a reasovadle
allecation would be £0.5m each ro be paid by BATCo. and BATUS, £0.i4m each
frox BATIC and Imasco but only £0.2m from Asacil (caking into accoust che
relatively lov volunes of cigaretre sales in Amazil).

It was agreed that BATCo. should negotiaze payments on this basis for
1987.

Iz vas also agreed that BATCo.- should check back with the Strategy Teaa
in facure years, to agree both the level of expenditure on fundamencal

\_ Work and also the allocation of the charges.
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It was agreed that the currenz level of R&D effort vas generally adaguate
te aser the tequirements of the Tobacco asctivicy.

Hovever, it was suggested that Souza Cruz might give Efurcher
consideration o the possidillity of commissioning work with NPI on the
appiicaction of biotachnology to developing specific characrerzistics in
tobaczo.-
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T uwas a0cea£ thal impasco had questioned whether more ellsrz shoulé be
asplied to atta=ptiag to develop a "safe” cigaretze and %o {avescigazing
or co=missiouning cucside work o {nvestigate factors infiuencing che
sescepsibilizy af {adividuals o cancer. Io support of theis argument,
chey had suggested that compecizars were uyndevtaking this cype of work.

¥z, 3ruell said that this subjec: had been debacted ac leagsh and it had
beez decided taz {: was 2ot likely to be a vewarding lias of
‘investizazion. I was aiso noted thac £ 2 cousesitor did succasd in
achisving 3 braau-through oo classifying faczors associazed wizh the
suscepsibilicy o cancer, chis information would be froealy availadle to
eversycne.

The Chalrzaz asked Mr. Bruell o provide a brief pote oo :hzs so that he
could respond to Imasco.

1 was ag-eed thar ¥r. Bruell would also provide ur. Garraway wizh 3
breaksown of the total Group expenditure on Tobacco RAL, for possidble use
wizhiz the Antual Report and Accounes.

It was noted tha: ATY Iac., the company that had developed Favor was in
fizancial difSicnlries and could fall. BATCo. had a comcinuing iztevess
iz the possible use of thelx filtar technology but AT? were not prepared
to sell or liceace their technology and had offered ipszead to undertake
a joint developsent. .

BATCo. had decided thar it would be preferadle to wailt until the couwpany
f2iled, az vaich rime both the technology and the relevant people could
become avalilable.

While iz was agraed that LI would be inappropriate to enter ixte a joint
ventuze Witk AT?, it uas suggested that an alcernative caurse of action
could be zo acguire AIP cucrighe.

1t was agseed that M¥r. Bruell should ask Mr. Long to evaluate this
possidils7, in conjunction with BATUS.

Iz wvas noted tha: the engineering study to design the prototype plant for
APEX was due for complerion by 4cth November. Present indications were
that, because of additional safety features that had needed to de
iarroduced, the cost would be £1.2m vather than the £0.7m originally
estizaced. Bowvever, although there would also be an additiomal cost on
the full size plant, the increase would not be pro rata.

Mr. 3ruell repovred that action was in hand tv ratiomalise .che DISY -
todaczo expansion facilities in the UK snd Gerzany but possidilities for
carsyiag out contract work for ocher GCroup companies was also beiag
iavestigazad.

Mr. Garravay feporzed that a first ueeting had been heid of the Cean wo
assess the pote=cial for Zuropean Manufacsuring Rationalisation. The
tezam was due o meet agais oo lst December and was aixiag o make
recoc=endazions by mid-January.
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The Chairmaz presezzed a paper summartising the current josizion i the
USA on 3arzlav. Alzhoug: the product now has the Acsroz~2lus £ilter and
a racing of =g, progress in the markec had been relazively modesc.
Hovever, i: was fel:z cha: there was considerable goodwill in the Barclay
name vnich would be used zs the basis for a 3arclay Lizags producz to
compete wizh Marlboro Lizats. Thlis producs would bave a conventional
filzer.

Mr. Bruell saic chac the 3arclay Lights product could aiso be of ianteresc
in Europe as a poteazial compecicer to Marlboro lighrs.

Progress on the existing 3arclay product bad been limized in Zurope. The
product was s:ill Based an the old Acrron filter as research {n

 Swirzerland hac shown thaz, now that the harshoess had been eliminatad

from the product, customess praferTed if to products incorporating the
Actron-Plus f£iizar which had been considered too mild and too hard to
draw. Despicze cthe limizsd progress, Barclay vas still holding £zs owm
and work was ccazizuiag to obrain agTeement to reduced ratings on the
packs. Ia terzs of market share, the major disappointment was {n Gaermacy
and ways to oversome this would be cousidered further.

The Chairman was disappoizted that chere had noc bees more progress inm
{ncroducing Accron-Pius technology into Europe and he «will be discussing
this with Brow= & Willia=mson.

Mr. Bruell drev attestion to problems being encountered in the Middle
East where a video atzacking Barclay had been circulated to Govermment
Mipisters. Alrhough there was no firm evidence, ir was suspeczed that
the video may have deen originaced and distribuced by people acting on
behalf of Philis Mor=is.

It was agraed chat:-

(a) Mr. Bruell should ask Mr. Cardwell to obzain evidence (eithér
directly or through {avestigators) as to the source and
discribution of the video.

{b) Mr. Bruell would take legal advice and would thez recommend what
action 4Z any should be takes agaisst Philip Morxis.

(c) The Chair=zan will see Mr., Pritchard when he is iz Loadon ox
25¢ch Qczober zud will agree what action should be taken o restore
Barclay's posizion in the marker {e.g. by launchiag products based
on Actron-?lus). ’

It was potad that the distributiou of the video bad occurved ar a time
when chere had been good Iindustry co-operation in negoziactions with
Governments and it was essential that scrong action should be takea o
make it clear o Philip Mortis thac aczisu of this type could be
potentially very damagiag not onlr to the industTy but also cto Philsp
Morris themselves.
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My. Zicketzs rasported chat ac ewaluation of Skandinavisk by Chase
Mantazzan had suggesza< thaz if 3.4.7 Induscries wished o acsuirce che
sucssanding shasehcldélags, a reasozatle price would he 2£370m,
repTesencing a P/E of 11.8. This cszpared with an asset value of ardund
£20Cz.

1: was agreed zhar fussher vork should be carried out to estabiish
possidle ways iz which the Tobaczd Sesiness of Skandinavisk might be
aczuized, possidly by acguizing cthe uiole Susiness and thes divesting the
non—-Tobacco aczivities. ways Sor rasueing any poodwill write-off should
ailso be consiisred.

Mz, Slobom was asked ©3 preszTz i z2aser for the Chairman outliaing
possidie appraaches thar :ignt be takea.

The Chairman jresented a pajer saummariging the current position regarding

exporss from Erawm & Williamson to the Japamese markec. This showed thar

sales vers now rumning at 75a/somsik. Mr. Bruell also reported
eacouraging results for an American cvpe JPS brand, which was ruaning
vell ahead of bHudget. .

Following the aanouncesentcs of further moves to reduce the tariffs
izposed on imports, there csuld be az opportuaity for a major iscrease in
the aarker shaes for foreign brands, and Brown & Williamson had beea
asked to consider possible ways for mouoting a sajor attack on the
wmarket, and %3 consider wizh Mr. Long how the initial expeadizure migh:
be capitalised rather thaa charged tc revenue.

Although 1z was acsepted thaz the {aitial opporrtunity is likely to be for
marketing, it vas suggested that the possibility of manufacturing in
Japaz should 3lso be coansidered as a2 longer ter2 possibiliry.

Mr. Bruell reported that i: had bees decided not tro proceed wizh the
iovestmen: which had previocusly besz proposed in West Africa.

There had bee= a favouzahle reaczion from Turkey where it appeared that
the Governmen: were lookizg fur a proposal which would allow Tekel to
have 3 30Z share in the busizness but whese foreign shareholders would be
allowed to have concrol. Currant indicacions vere that the inirial
investment recuired from 3ATCo. would be of the oxder of £ll2m with a
furcther 6o reguired for the acguisitziom of a shell facrory. BAZCH.
would be preparing a3 paper for the {PC within a veek, asking for guidance
as to the acceptabillicy of the approsch wiich it was proposad o take in
the negoriatiosns.

It was nored that the quality of tobacso being obtalned from China had
inproved considerably and more was being bought. Negotiations werge
proceeding on the projecs for Soush China.

BATIG had mot accepted che view ghat therz vas a need for betrer agency
reprasencation (n Italv. 1z was agreed that this questios should be
reconsidered with Or. Scichsen ia Spring 1987, at which zize there shouid
be a crirical look at she comparisons with the periformance of Philip
Morris and RIX in Italy.

Iz was noted that BATCO. wers coutianing to evaluate Greece as a
——

potential oew 3arker. Por:ugal had also been counsidered but was acc
thought to have good prospecss for iavestzeac.
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1t was agreed thac iz would be of advamzage to 3AT Iz furcther countries

to introduce a Teguiremenr for warting ootices om cizaTecte packs. It
wags alsc agreed that discteer encluragement iz this direcrzion mignt be
given to rae Goveraneazs of Ghaca, Hoaduras, Slezta leone and Uganda.

Mr. Bruell resorsed thar difficul:ies vere being experieaced in serting
up 3 corferscce 0a epidemiology as A Seans for promocizg the smoking
compendiun. Ihese ves= a mumoer of siniliar seelisgs ;lanned apd the
purative spossers (The Fraunhofer Iastitucs) wers noz ezthusiastic abouc
thedr abilisy to oouat another oce. Dr. Thoraton Ls cogtinulng his
discussiors wirs Traunhofer but is also coasideriag 2= alzernative
sponsoriag body from Capada.

1t was agreed that zhis venture stould coatisue 23 be given a high
prioriry. Thess vas mounting evidence of a grouandswell of opinion
against excessive anti-saoking pressures and ir would de helpiul for the
Group to take advanzage of this treand. :

It was agTeed thac Mr. Bruell would arrangs a zeeting with :he Chairzan
and Mr. Baker to discuss other vways ia whichk both 2iT and the indusery
as & vhole mighc take & @ore posizive stauce agalasr the anti-smoking

lobby. )
————

It was nozad that the team set up to consider the stance which B.A.T
Indusczies should pake oo tax harsonisation in Eurove was due to meerz

‘again on 22pd/23rd October. Ihe objec: of this ream w3s to formulate a

form of proposal thac would be acceptadble both w the indusery and to the
mopopolies and which would assis: in che further pesetration of currea:
monopely markass.

My, Bruell dwev arzenzion to the high cost (20.32) of an esercise which
they had beec advised vas necessary to elizinate naterial from exisring
research files whaich =ight be deszrimental to the Group if it uas required

to ba produced in an american eourt. Iz vas agreed rhat Mr. Bruell would -

arraage for Mr. Baker to seae the Chairman on this.

RS/DJA
23rd Qurober 198§
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